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HOUSE BI LL 2880

St ate of WAshi ngt on 58th Legislature 2004 Regul ar Sessi on
By Representatives Haigh, Arnstrong and Kessl er

Read first tinme 01/22/2004. Referred to Commttee on Comrmerce & Labor.

AN ACT Relating to industrial insurance fund audits; and adding a
new section to chapter 51.44 RCW

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. A new section is added to chapter 51.44 RCW
to read as foll ows:

(1) The departnent of |abor and industries shall prepare financial
statenents on the state fund in accordance with generally accepted
accounting principles, including but not limted to the accident fund,
the nmedical aid fund, the pension reserve fund, the supplenental
pension fund and the second injury fund.

(2) Beginning in 2005, the state auditor shall conduct annual
audits of the state fund. As part of these audits, the auditor shal
contract with firms qualified to perform a financial audit and a
separ ate i ndependent actuarial audit.

(a) The firmor firnms conducting the reviews shall be famliar with
t he accounting standards applicable to the accounts under review, shall
have experience in workers' conpensation reserving and rate making, and
shall enmploy a staff that includes no fewer than three people who have
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attained fellowship in the casualty actuarial society and shal
maintain limts of errors and om ssion insurance as prescribed by the
audi tor.

(b) The auditor shall determ ne the scope of the financial audit
whi ch shall include, but is not limted to, an opinion on whether the
financial statenments were prepared in accordance wth generally
accepted accounting principles.

(c) The auditor shall determ ne the scope of the actuarial audit,
whi ch shall include, but is not limted to:

(1) An independent estimte of the claimreserves;

(1i) An evaluation of the effect of discounting using various
i nvestnment yields on reported reserve |evels;

(ti1) Aretrospective test of the accuracy of |abor and industries
reserve estimates over at least a fifteen-year period;

(tv) An assessnent of the actuarial calculations underlying the
break-even indicated rate |evel;

(v) A retrospective test of the accuracy of past rate |evel
i ndi cations over at |east a ten-year period;

(vi) An assessnent of the actuarial reserving cal cul ations;

(vii) An assessnent of the financial inpact of the proposed rate
| evel on the actuarial soundness of the industrial insurance fund,
taking into consideration the risks inherent with insurance and the
fact that conpetition does not mtigate rate setting.

(d) The departnment of |abor and industries shall cooperate with the
firmse in all respects and shall permt the firns full access to all
information the firns deem necessary for a true and conpl ete review.

(e) The cost of the audit shall be paid by the state fund.

(3) The auditor shall issue an annual report to the governor, the
| eaders of the mpjority and mnority caucuses in the senate and the
house of representatives, the director of the office of financial
managenent, and the director of the departnment of |abor and industries
on the results of the financial audit and review, within six nonths of
the end of the fiscal year. The report may include reconmendati ons.

(4) The auditor shall issue an annual report to the governor, the
| eaders of the mpjority and mnority caucuses in the senate and the
house of representatives, the director of the office of financial
managenent, and the director of the departnent of |abor and industries
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on the results of the actuarial audit and review, within four weeks of
the initial filing of annual changes to the rates, but no later than
two nonths before the effective date of the rates.

(5 The audit and the report of the review perforned by the
i ndependent accounting and actuarial firnms shall be available for
public inspection.

(6) Not later than ninety days after the auditor conpletes and
delivers to the appropriate authority an audit under subsection (2) of
this section, the director of the departnent of |abor and industries
shall notify the auditor in witing of the neasures taken and proposed
to be taken, if any, to respond to the recommendations of the audit
report. The auditor may extend the ninety-day period for good cause.

--- END ---
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